REPORT OF THE AUDITOR-GENERAL TO THE MEMBERS OF THE 
COUNCIL ON THE FINANCIAL STATEMENTS OF THE MAFIKENG LOCAL 
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 


1. AUDIT ASSIGNMENT 

The financial statements as set out on pages ... to .... for the year ended 
30 June 2006, have been audited in terms of section 188 of the Constitution of 
the Republic of South Africa, 1996, read with sections 4 and 20 of the Public 
Audit Act, 2004 (Act No. 25 of 2004) and section 126 of the Municipal Finance 
Management Act, 2003 (Act No. 56 of 2003) (MFMA). These financial statements 
are the responsibility of the Municipal Manager. My responsibility is to express an 
opinion on these financial statements, based on the audit. 


2. SCOPE 

The audit was conducted in accordance with the International Standards on 
Auditing read with General Notice 1512 of 2006, issued in Government Gazette 
no. 29326 of 27 October 2006. Those standards require that I plan and perform 
the audit to obtain reasonable assurance that the financial statements are free of 
material misstatement. 

An audit includes: 

• examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements 

• assessing the accounting principles used and significant estimates made by 
management 

• evaluating the overall financial statement presentation. 

Furthermore, an audit includes an examination, on a test basis, of evidence 
supporting compliance in all material respects with the relevant laws and 
regulations which came to my attention and are applicable to financial matters. 

I believe that the audit provides a reasonable basis for my opinion. 


3. BASIS OF ACCOUNTING 

The municipality’s policy is to prepare the financial statements on the entity 
specific basis of accounting as described in paragraph 1.1 of the accounting 
policies to the financial statements. 
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4. QUALIFICATION 

4.1 Presentation and disclosure 

4.1.1 The financial statements submitted for audit do not adequately meet the 
standards of accounting presentation and disclosure that is expected of the 
council and as required by Institute of Municipal Finance Officers in its Code of 
Accounting Practice (1997) and Report on Published Annual Financial 
Statements (second edition - January 1996). Disclosure and amounts reflected 
in the finance director’s report, accounting policies, income statement, balance 
sheet, cash flow statement and notes to the financial statements do not 
correspond. 

4.1.2 Furthermore the amounts disclosed in the cash flow statement do not 
correspond to the notes thereto. In addition the comparative figures do not agree 
to the prior year audited financial statements. A difference of R2 500 977 exists 
between the cash balance reflected on the cash flow statement and that reflected 
on the balance sheet. 

4.1.3 Material differences were noted between amounts reflected in the general 
ledger, trial balance and financial statements. 

4.1.4 Budgeted figures reflected in the financial statements do not correspond to 
the initial approved budget obtained. As a result it cannot be ascertained from the 
financial statements whether the municipality’s expenditure and income was in 
terms of the approved budget. 

4.2 Opening balances 

It was not possible to verify the accuracy of the opening balances due to the 
impact of the prior year qualifications and limitation of scope. 

4.3 Budgeted figures 

It was noted that a budgeted deficit of R9 455 907 was reflected in the financial 
statements. 

4.4 Income 

4.4.1 Service charges 

The validity, accuracy and completeness of service charges amounting to 
R32 944 697 could not be ascertained due to the following: 
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Furthermore the activities classified as economical services reflected a deficit of 
R192 177. It is expected that economic services should break even or show a 
profit. 

a) Recalculation of service charges indicated differences between the 
amounts billed and amounts recalculated, using approved tariffs. 

b) Absence of meter readings on certain debtors accounts resulted in the 
debtors not being charged during the specific months. 

c) Documentation supporting tariff changes made to master data, and proof 
of authorisation of such changes, could not be provided for audit purposes. 

d) Included in expenditure of R160 745 863, is an amount of RIO 279 584 
pertaining to the distribution loss of water. The basis of calculation of this amount 
could not be provided for audit purposes. 

e) Supporting documentation pertaining to meter readings done by a third 
party on behalf of the municipality could not be provided. 

4.4.2 Assessment rates 

The validity, completeness and accuracy of assessment rates amounting to R62 
146 034 could not be verified due to the following: 

a) The municipality has not performed general valuations on land and 
improvements since 1997. A general valuation should be performed every 4 
years. 

b) Recalculation of assessment rates indicated differences between the 
amounts billed and the recalculated amounts, using the approved tariffs. 

c) Assessment rates were not charged for certain debtors. 

d) Various properties could not be traced to the valuation roll. 

e) The land and improvements value reflected on the financial statements 
differed from the values reflected on the valuation roll by R824 483 and 
R870 700 respectively. 

f) An overstatement of income, as a result of the land and improvement 
values reflected in the financial statements being R1 794 563 more than the 
amounts reflected on the valuation roll, was noted after recalculations were 
performed. 
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g) Service level agreements and supporting documentation for monies 
received by the Post Office on behalf of the municipality could not be provided for 
audit purposes. The completeness and validity of income received from the Post 
Office and the relevant commissions paid by the municipality could therefore not 
be ascertained. 

4.4.3 Other Income 

The validity, accuracy and completeness of other income amounting to 
R48 769 980 could not be ascertained due to the following: 

a) Income from the issue of clearance certificates of R153 041 was reflected 
in the financial statements. However there was insufficient documentation to 
substantiate the validity and completeness of this amount. 

b) The financial statements reflect income of R236 052 generated from 
reconnections of water accounts. Due to insufficient supporting documentation I 
could not determine the validity and completeness of the amount and whether 
the amount agrees to the trial balance and general ledger. 

c) Debit balances of R14 599 551 were included in income. Valid 
explanations and supporting documentation could not be obtained. 

d) Individual fines paid to the traffic department could not be traced to the 
general ledger. A register of all fines issued could also not be provided for audit 
purposes. I was therefore unable to determine the completeness, accuracy and 
validity of traffic income amounting to R426 635. 

e) Information pertaining to licences amounting to R2 213 945 could not be 
submitted. 

f) No supporting documentation could be provided in respect of rental 
income amounting to R 120 879. 

Further the required information relating to connection fees amounting to 
R 236 052 could not be submitted. 

Furthermore tariff increases for the year exceeded the percentage indicated in 
the Municipal Finance Management Act Circular Number 14 of 2003. Motivation 
for the increase in tariffs and rates above the growth limit guideline could not be 
provided. 
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4.4.4 Grants and subsidies 


a) The amount allocated per the Division of Revenue Act, in respect of the 
Equitable Share is R619 182 less than the amount disclosed in the annual 
financial statements. 

b) An amount of R881 273 relating to the Equitable Shares received in the 
prior financial year has been incorrectly recognised as revenue. 

4.4.5 Receipting 

a) Receipts issued amounting to R17 433 489 could not be traced to bank 
statements. Thus I could not confirm whether this amount had been received by 
the municipality. 

b) Receipts amounting to R34 936 839 could not provided for audit purposes. 

c) Various instances were noted where monies received by the municipality 
were receipted late. 

4.5 Debtors 

4.5.1 The existence, rights, completeness, valuation, classification and 
disclosure of debtors amounting to R193 341 664 could not be confirmed due to 
the following: 

a) The information and documentation to support debtors amounting to 
R193 341 664 could not be submitted for audit purposes. 

b) The outstanding debtors balance of R302 748 800 as at 30 June 2006 
increased by R60 017 928 compared to the balance of R260 730 872 as at 30 
June 2005. Debtors outstanding for 90 days and more amounted to R283 915 
267, while the provision for bad debts per financial statements was R99 957 568. 
This is a clear indication that the provision for bad debts has been materially 
understated. 

c) A difference of R22 805 679, pertaining to debtors of 90 days and over, 
was noted between the financial statements and the age analysis provided. 

d) It was noted that R/D cheques are not reversed on a timely basis from 
debtors’ accounts. 

e) I could not ascertain the completeness and existence of debtors classified 
as indigents due to the following: 
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• A list of indigent debtors was provided, however the completeness of the 
list could not be ascertained as it was not clear as to which year the list of 
applications related to. 

• Supporting documentation, e.g. proof of income, identification documents, 
certificate from banks, could not be obtained for a sample of indigent 
debtors. 

• The municipality does not have steps implemented to monitor and to limit 
the usage of water by indigents to the quota of water allocated to them to 
ensure consumption is not higher than subsidies granted. 

f) An amount of R12 542 974 pertaining to Ambulance, Fire and Health 
subsidy debtors has been included in the debtors balance in the financial 
statements. Third party confirmations indicated that these subsidies were no 
longer given to the municipality. This amount will thus not be recoverable, 
resulting in an overstatement of debtors by the said amount, overstatement of 
current year income by R409 952 and overstatement of prior year income by 
R12 133 022. 

g) Furthermore it was noted that there were no bad debts written off during 
the year. However as per credit control and debt collection policy, all debtor 
accounts over 30 days should be reported to the chief financial officer. Proof of 
this submission and review could not be obtained. 

h) Interest accrued on debtors’ balances exceeded the outstanding capital 
balance. As a result the interest income and debtors accounts have been 
overstated. 

i) The municipality does not perform reconciliations between the amounts 
collected by attorneys from debtors and the legal fees paid to the attorneys. I 
could therefore not substantiate that the recoveries made from debtors by 
attorneys were in the best interest of the municipality. Furthermore it was noted 
that the municipality has its own debt collection department, but uses the 
services of the attorneys. 

j) Interest of R 2 864 995 was written off during the year for which existed 
insufficient supporting documentation and authorisation for the write-off. 

k) Numerous debtors balances reflected on the financial system did not 
correspond with the balances reflected on the age analysis. 
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4.6 Expenditure 


4.6.1 The validity, accuracy and completeness of expenditure reflected as 
R160 745 863 could not be ascertained due to the following: 

a) Supporting documentation to substantiate expenditure amounting to 
R9 313 248, could not be provided for audit purposes. 

b) Cancelled cheques amounting to R2 286 999 could not be provided for 
audit purposes. 

c) Bank returned cheques amounting to R7 412 434 could not be provided 
for audit purposes. 

d) An amount of R2 482 022 is reflected as a locomotive allowance that was 
paid to certain employees of the municipality. The validity, accuracy and 
completeness of this amount could not be ascertained due to the absence of lists 
indicating which employees were paid this allowance. 

e) The Municipality do not maintain a contract register, and a number of 
lease agreements selected for testing could not be provided for audit purposes. 

f) Rental agreements substantiating payments totalling R1 036 716 could 
not be provided for audit purposes. 

g) Journals amounting to R349 437 803 did not have supporting 
documentation attached thereto. 

h) Journals amounting to R53 786 304 were not authorised. 

i) An amount of R26 740 700 pertaining to inter-departmental charges has 
been deducted from gross expenditure to arrive at the net expenditure amount. 
The basis of calculation of these inter-departmental charges could not be 
obtained for audit purposes. 

j) Supporting documentation substantiating the amount of R3 364 135 
reflected as contributions and included in the figure to arrive at the net 
expenditure of R160 745 864, could not be obtained. 

k) Payments to suppliers amounting to R1 040 128 were made, even though 
contracts expired on 30 June 2005 and were not subsequently renewed. 

l) In addition to cheques being made out to different entities from those 
stated on the invoices. 
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m) Various instances were noted where the narration of expenditure was 
incorrect in the cashbook. 

n) Payments amounting to R758 551 were made to contractors without the 
municipality having entered into the relevant contracts. 

o) A list of operating leases entered into by the municipality could not be 
provided for audit purposes. 

p) The Regional Service Council Levies of R1 585 418 paid for the year (per 
trial balance), were R1 293 949 more than the amount recalculated in a 
reasonability test. 

q) Supporting documentation pertaining to the purchase of water totalling 
R13 540 178 could not be obtained for audit purposes. Furthermore a difference 
of R7 043 247 was noted between the actual payments made and the amounts 
reflected on the financial statements, the actual payments being more. Due to 
this, the validity, accuracy and completeness of water purchases amounting to 
R23 356 395 could not be ascertained. 

r) An amount of R26 740 700 pertaining to inter-departmental charges has 
been deducted from gross expenditure to arrive at the net expenditure amount. 
The basis of calculation of these inter-departmental charges could not be 
provided for audit purposes. 

s) Furthermore unauthorised expenditure of R1 272 379 was incurred, as the 
expenditure by certain departments exceeded their budgets. 

4.7 Creditors 

4.7.1 The completeness, existence, classification and disclosure of creditors 
amounting to R36 210 127 could not be substantiated due to the following: 

a) Supporting documentation for creditor balances amounting to R5 992 905 
could not be provided for audit purposes. 

b) Commitments totalling R473 504, were erroneously included as creditors. 

c) Amounts totalling R340 440 have been reflected as creditors. Flowever 
supporting documentation indicated that these invoices were received either paid 
prior to year end or the goods/ services were received subsequent to year end 
and thus should not be reflected as such. 

d) A difference of R2 336 160 was noted, for debtors with credit balances, 
between the amount reflected in the financial statements and the debtors age 
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analysis, thus understating debtors and overstating creditors with the said 
amount. 

e) Suspense accounts with credit balances totalling R15 997 039 were not 
cleared at year end. Supporting documentation and explanations were not 
provided. 

f) An amount of R777 802 was reflected as a creditor in the prior year. 
Supporting documentation could not be provided for reasons for the decrease to 
zero. 

g) Amounts reflected as creditors at year end did not correspond to the 
invoice amounts. 

h) Creditors to the value of R402 290 were not accrued at year end, resulting 
in under statement of creditors. 

4.8 Provisions 

4.8.1 The validity, accuracy and completeness of the leave gratuity amounting 
to R6 442 116 could not be verified due to the following: 

• Numerous discrepancies occurred between leave taken per leave forms and 
the system; and 

• A leave register could not be provided for audit purposes. 

• Supporting documentation could not be obtained for the leave gratuity 
amounting to R 2 919 939. 

4.8.2 A difference of R53 820 519 occurred between the notes to the financial 
statements and the amount included in the balance sheet, on the comparative 
figures for provisions. 

4.8.3 A difference of R1 691 682 occurred between the financial statements 
and the accounting records. 

4.8.4 Numerous differences were noted between the leave pay provision 
amounts and the amounts recalculated. 

4.9 Consumer deposits 

The validity, existence, accuracy, valuation and completeness of consumer 
deposits amounting to R2 044 402 could not be confirmed due to the following: 
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• A difference of R819 287 existed between the general ledger and financial 
statements. 

• There was a lack of supporting documentation substantiating the consumer 
deposit amount. 

• Guarantees in lieu of deposits in the notes to the financial statements reflect 
an amount of RO.OO (2005 - R 384 761). There is no indication that this 
amount was paid out to consumer creditors, as the total amount of consumer 
deposits decreased by R1 136 from 2005, which did not include the 
guarantee amount of R384 761. 

4.10 Value added tax (VAT) 

4.10.1 A credit balance of VAT amounting to R5 360 400 was reflected in the 
trial balance and general ledger. I could not ascertain whether these amounts 
have been included in the financial statements. 

4.10.2 The VAT refundable, according to the VAT returns for June 2006 
amounted to R1 612 489. It was noted that the net refundable VAT reflected on 
the trial balance amounted to R1 839 933. A reconciliation between the two 
amounts was not prepared, neither could an explanation for the difference of 
R227 444 be provided. 

4.11.1 Salaries and Wages 

a) The total as per the payroll did not agree to the general ledger, the payroll 
being more by R6 019 935. No explanation for this difference could be provided. 

b) The note to the financial statements on retirement benefits is not 
complete, as it does not indicate the actuarial valuations of the relevant pension 
funds. Thus I could not ascertain the liquidity of the pension funds. 

c) Salary suspense accounts amounting to R21 059 624 were reflected in 
the general ledger, for which supporting documentation was not available. These 
amounts were not reflected on the trial balance. I could not ascertain whether 
these amounts have been included in the financial statements. 

d) A difference of R6 309 761 existed between the actual payments made to 
third parties in respect of pension fund contributions and the amount reflected in 
the financial statements. 

e) A detailed breakdown of the locomotive allowance of R2 482 022 could 
not be provided for audit purposes. 

f) Due to the above, the validity, accuracy and completeness of salaries and 
wages amounting to R70 972 320 could not be verified. 
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4.11.2 Overtime 


The validity, accuracy and completeness of expenditure on overtime amounting 
to R4 981 381 could not be verified due to the following: 

a) Proof of hours worked in respect of overtime could not be substantiated 
due to the absence of an attendance register. 

b) Various instances were identified where an employee’s monthly 
compensation for overtime constituted more than 30% of his/her salary. 
However, it could not be ascertained whether that this overtime was a result of 
exceptional circumstances. 

c) Overtime was paid out to senior management. However, it could not be 
ascertained whether this overtime was a result of exceptional circumstances. 

4.12 Statutory funds and reserves 

The validity, accuracy and completeness of statutory funds amounting to 
R177 148 542 and reserves amounting to R4 718 202 could not be ascertained 
due to the following: 

4.12.1 In terms of section 75 of the Municipal Ordinance, Number 20 of 1974, a 
minimum contribution of 7.5% of income from assessment rates for the 
immediately preceding financial year is required to be allocated to the Revolving 
Fund. The required contribution to the Revolving Fund for the 2006 financial year 
was therefore R3 961 323. The actual contribution was only R800 000. 

4.12.2 The validity and completeness of interest of R8 397 550 and R687 144 
allocated to statutory funds and reserves respectively could not be ascertained 
due to the absence of documentation substantiating the calculations. 

4.12.3 Contributions were made from assessment rates to the Consolidated 
Capital Development and Loans Fund instead of the Revolving Funds during the 
year, resulting in non-compliance to the Municipal Ordinance, Number 20 of 197. 

4.12.4 In terms of the accounting policy note to the financial statements , a 
contribution to the Parking Area Fund is required to be made through a levy 
determined annually by Council. No contribution was made. 

4.12.5 The municipality did not have sufficient investments to cover funds and 
reserves. Accumulated funds, reserves and trust funds amounted to 
R179 313 630 whilst the total internal and external investments amounted to 
R34 905 037, thus resulting in a shortfall of R144 408 593. 
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4.12.6 Interest received on debtors of R12 343 822 was incorrectly allocated to 
funds and reserves instead of interest income. 


4.13 Trust funds 

4.13.1 A difference of R13 784 187 was noted between the amount reflected on 
the financial statements and the general ledger. 

4.13.2 Supporting documentation for expenditure incurred in respect of Grants-in- 
Aid and the Finance Management Grants of R34 467 994 could not be provided 
for audit purposes. As a result I was not able to substantiate the ownership of 
capital items purchased amounting to R27 053 033. 

4.13.3 The Grants-in-Aid Trust Fund balance reflected in the financial statements 
has a negative balance of R3 128 153. Explanations for this negative balance 
could not be obtained. 

4.13.4 The validity and completeness of interest of R532 615 allocated to trust 
funds could not be ascertained due to the absence of documentation 
substantiating the calculations. 

Due to the above discepancies, the validity, accuracy, valuation and 
completeness of trust funds could not be ascertained. 

4.14 Fixed assets 

The existence, ownership, completeness and accuracy of fixed assets amounting 
to R282 217 047 could not be ascertained due to the following: 

4.14.1 A contract register of projects undertaken during the year under review 
could not be provided for audit purposes. Flence I could not determine whether 
the capitalisation of these projects was correctly done. 

4.14.2 The Baud System is used to barcode all assets of the municipality. There 
was no correlation between the assets noted on the fixed asset register and 
those on the Baud System, as the fixed asset register did not indicate any asset 
numbers. Furthermore, no asset management system was in place to track 
assets and identify losses. 

4.14.3 Assets amounting to R2 269 107 could not be physically verified. 

4.14.4 Assets not in good working condition or those that have been stolen were 
still reflected on the asset register. 

4.14.5 Disposals amounting to RIO 516 732 were reflected in the trial balance, 
but not in the general ledger and financial statements. Furthermore a profit on 
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sale of assets, amounting to R8 750 607 was included in the trial balance and in 
the financial statements for which supporting documentation was not available. 

4.14.6 Assets pertaining to RDP houses and water supply, amounting to 
R41 555 868 were incorrectly capitalised as part of assets. 

4.14.7 Capital expenditure amounting to R409 899 was incorrectly allocated to 
the repairs and maintenance account, resulting in an overstatement of 
expenditure and understatement of assets. 

4.14.8 A difference of R220 696 occurred between the opening balance reflected 
in the fixed asset register and the opening balance of fixed assets in the 
Financial Statements. 

4.14.9 A difference of R5 009 337 existed between the opening balance reflected 
in the financial statements and the opening balance reflected in the trial balance. 
Furthermore a difference of R23 310 432 existed between the opening balance 
of assets reflected in the financial statements and the balance reflected in the 
general ledger. 

4.14.10 Acquisitions as per assets register was R220 710 less than the balance 
in note 6 to the financial statements. 

4.14.11 Supporting documentation amounting to R274 990 could not be obtained 
for repairs and maintenance. 

4.14.12 Assets amounting to R409 899 have been incorrectly expensed instead 
of being capitalised, thus resulting in an understatement of assets and an 
overstatement of expenditure. 

4.15 Inventory 

4.15.1 The valuation, existence, completeness, classification and disclosure of 
inventory to the value of R1 471 750 could not be verified due to weaknesses in 
the management of and control of inventory. 

4.15.2 According to their accounting policy inventory should be valued on the 
First-In-First-Out method. Contrary to this policy for the amount reflected in the 
financial statements, the municipality valued their inventory using the average 
price valuation method. The inventory disclosed in the financial statements was 
valued on the average price valuation method. Due to the absence of required 
documentation, I could not quantify the misstatement in using the incorrect 
method. 
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4.16 Land sales 


4.16.1 Land sale registers have not been updated and there is an absence of 
contracts between the municipality and various land sale debtors. 

4.16.2 The existence of land sales debtors could not be verified due to the 
absence of title deeds, as proof of ownership of the land by the municipality. 

4.16.3 A difference of R7 541 965 occurred between the land sales summary 
provided and the financial statements. Explanations for this difference could not 
be obtained. 

As a result of the above, there is uncertainty regarding the existence, 
completeness, validity and accuracy of R3 445 998 disclosed as Land sales. 

4.17 Long term debtors 

4.17.1 Credit balances of R346 637 were included in long-term debtors. As a 
result long-term debtors and accounts payable were understated with the above 
amount. 

4.17.2 A credit balance of R346 637, pertaining to Eskom, has been included as 
part of long term debtors. A balance of R1 348 627 was refelcted in the prior 
year. A detailed listing of the current year balance could not be obtained, neither 
could the contract between the municipality and Eskom be obtained. 

4.17.3 A complete list of loan agreements could not be obtained, therefore a 
short-term portion of debtors could not be calculated. 

4.17.4 The short -term portion of long term debtors was not disclosed. 

4.18 Investments 

The existence, valuation and completeness of investments amounting to 
R18 452 117 could not be verified due to the following: 

4.18.1 Long term investments were reflected as a nil balance in the balance 
sheet, but a long term investment of RIO 326 221 was disclosed in the notes to 
the financial statements. 

4.18.2 Documentation authorising withdrawals amounting to R30 000 000 from 
the investment account as well as deposits made into the invetsment account, 
amounting to R33 000 000 could not be provided. In addition proof of receipt of 
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the R30 000 000 withdrawal from the investment account into the municipality’s 
bank account could not be obtained. 

4.18.3 Interest income amounting to R879 841 was not included as income in the 
financial statements. 

4.18.4 Differences existed between the amounts reflected in investment 
confirmations and those amounts reflected by the municipality. 

4.19 Bank overdraft 

4.19.1 An amount of R176 996 was reflected as a reconciling item for 
outstanding deposits on the bank reconciliation. However, these deposits 
appeared on the bank statements prior to 30 June 2006. 

4.19.2 Outstanding cheques amounting to R9 250 120 reflected on the year-end 
bank reconciliation could not be traced to subsequent bank statements. 

4.19.3 Council resolutions pledging investments as security for the bank 
overdraft could not be obtained. 

4.19.4 A difference of R61 140 183 occurred between the cash book and the 
general ledger. Explanations for this material variance could not be provided. 

4.20 Long term liabilities 

The validity, existence, completeness, valuation and accuracy of long term 
liabilities with a balance of R8 760 287 could not be confirmed due to the 
following: 

• Loan agreements amounting to R8 760 287 to substantiate the long-term 
liabilities balance and a loan register could not be provided for audit 
purposes. 

• A difference of R1 592 549 was noted between third party confirmations 
received and the amount reflected in the financial statements. 

• Redemptions amounting to RIO 243 966 could not be verified against 
supporting documentation. 

4.21 Contingent liabilities 

4.21.1 The comparative figure for contingent liabilities, reflected in the notes to 
the finacial statements and the balance sheet of R892 385 does not correspond 
to the amount of R 1 030 164 disclosed in note 26 to financial statement. 
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4.21.2 Note 7 to the financial statements indicates that an amount of R529 335 
has been "pledged as security for staff home loans against their pensions" for the 
current year. However note 26 indicates that R771 362 has been pledged as 
security. 

4.21.3 Collateral securities released by the banks during the year under review, 
amounting to R196 591, could not be traced to the bank statements. 

4.21.4 Various collaterals amounting to R 313 942 could not be confirmed by 
financial institutions. 

4.22 Accumulated surplus 

Supporting documentation was not attached to the journals pertaining to the prior 
year adjustment of R53 670 007. Hence the validity, accuracy and completeness 
of this prior year adjustment could not be ascertained. 

4.23 Supply chain management 

A complete list of tenders awarded during the year as well as the completed 
tender documents amounting to R79 822 500 could not be provided for audit 
purposes. 

4.24 Accounting Records 

The municipality’s records did not permit the application of alternative auditing 
procedures regarding any of the above-mentioned items. Consequently I did not 
obtain all the information and explanations I considered necessary to establish 
the validity, accuracy and completeness of the account balances. 


5. DISCLAIMER OF AUDIT OPINION 

Because of the significance of the matters referred to in paragraph 4, I do not 
express an opinion on the financial statements. 


6. EMPHASIS OF MATTER 

Without qualifying the audit opinion, attention is drawn to the following matters: 

6.1 Non-compliance with laws and regulations 

Various material instances occurred where the municipality did not comply with 
the required laws and regulations governing municipalities, for example: 

• Municipal Finance Management Act No. 56 of 2003 
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• The Division of Revenue Act No 2 of 2006 

• Local Government Municipality Property Rates Act, 2004 

• Municipal Systems Act No 32 of 2000 

• Municipal Investment Regulations, 2005 

• Financial Reporting Regulations 

• Housing Act No 107 of 1997 

• Preferential Procurement Policy Framework Act No. 5 of 2000 

6.2 Fruitless and wasteful expenditure 

Various payments were made during the financial year for expenditure that 
should have been classified and disclosed as fruitless and wasteful. The fruitless 
and wasteful expenditure was not reported to the mayor, MEC for Local 
Government and Housing and the Auditor-General, as required by section 32(4) 
of the MFMA. In addition no disclosure was made of the expenditure in the 
financial statements as required by section 125(2)(d) of the MFMA. The following 
serve as examples: 

• Salary payments amounting to R371 666 were made to a suspended 
employee; 

• Payments amounting to R105 000 made to two different attorneys 
appointed to perform the same debt recovery from a debtor. 

• Pension payments are being made to ex-employees as a measure of 
goodwill. Contracts substantiating these payments could not be provided. 

• Abuse of entertainment expenditure by outgoing management as the actual 
expenditure exceeded the budgeted amount by R 38 641. 

6.3 Internal control weaknesses 

In addition to the matters already mentioned in the report, the following example 
of weaknesses occurred with regard to the control environment: 

• An approved and updated organisational chart could not be provided for 
audit purposes. 

• The organisational structure per directorate does not specify whether 
positions are vacant or filled, and names are not attached to positions. 

• An absence of segregation of duties. 

• No controls are in place to identify related parties or related party 
transactions. 

• The delegated responsibility and authority matrix is not sufficiently defined in 
writing. 

• No formal risk assessments were undertaken by the municipality. 

• Written policies and procedures were not in place. 

• No controls were in place to ensure compliance with laws and regulations. 

• Management does not review exception reports to ensure compliance with 
policies and procedures. 
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• The finance component is not adequately staffed and there is a high 
vacancy rate in management positions. 

• Job descriptions have not been prepared for each post in the finance 
department. 

• Contracts of employment are not in employees’ files and could not be 
provided for audit purposes; and 

• An absence of a strategic plan for the entire financial year. 

6.4 Going concern 

The ability of the municipality to continue as a going concern is regarded as 
doubtful due to the following: 

• The outstanding debtors balance of R302 748 800 as at 30 June 2006 
increased by R60 017 928 compared to the balance of R260 730 872 as at 
30 June 2005. Debtors outstanding for 90 days and more amounted to 
R283 915 267, while the provision for bad debts per financial statements was 
R99 957 568. This is a clear indication that the provision for bad debts has been 
materially understated. 

• Considering the uncertainty regarding the recoverability of consumer 
debtors, the municipality’s net current asset/liability position is unfavourable; 

• The municipality had a negative cash flow of R26 296 105 for the year 
under review; and 


7. APPRECIATION 

The assistance rendered by the staff of the Mafikeng Local Municipality during 
the audit is sincerely appreciated. 



ND Maphiri for Auditor-General 

Rustenburg 

30 November 2006 



AUDITOR-GENERAL 
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